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The best example of the unexplained residue is
provided by those fluctuations of trade which have
come to be known as the trade cycle. Elementary
equilibrium theory, as is well known, does not provide
any explanation of the phenomena of booms and
slumps. It explains the relationships in an economic
system on a state of rest. As we have seen, with a
certain extension of its assumptions it can describe
differences between the relationships resulting from
different configurations of the data. But it does not
explain without further elaboration the existence
within the economic system of tendencies conducive
to disproportionate development. It does not explain
discrepancies between total supply and total demand
in the sense in which these terms are used in the
celebrated Law of Markets.1 Yet unquestionably
such discrepancies exist, and any attempt to interpret
reality solely in terms of such a theory must neces-
sarily leave a residue of phenomena not capable of
being subsumed under its generalisations.

Here is a clear case where empirical studies bring us
face to face with the insufficiencies of certain general-
isations. And it is perhaps in the revelation of defi-
ciencies of this kind that the main function of realistic
studies in relation to theory consists,2 The theoretical
economist who wishes to safeguard the implications
of his theory must be continually "trying out", in the
explanation of particular situations, the generalisations
he has already achieved. It is in the examination of
particular instances that lacunas in the structure of
existing theory tend to be revealed.

1 On all this see Hayek, Monetary Theory and the Trade Cycle, chaps

2 Another important function, this time in relation to practice, will be
discussed in the next section*